\  About  INPUT 


Since  1974,  information  technology  (IT)  users  and  vendors  throughout  the  world  have  relied  on  INPUT  for 
data,  objective  analysis,  and  insightful  opinions  to  support  their  plans,  market  assessments  and  technology 
directions  particularly  in  computer  software  and  services.  Clients  make  informed  decisions  more  quickly 
and  save  on  the  cost  of  internal  research  by  using  INPUT'S  services. 

Call  us  today  to  learn  how  your  company  can  use  INPUT'S  knowledge  and  experience  to  grow  and  profit  in 
the  revolutionary  IT  world  of  the  1990s. 

WKM  Annual  Subscription  Programs  ~  


North  American  and  European  Market  Analysis  Programs 

Analysis  of  Information  Services,  Software,  and  Systems  Maintenance  Markets 
5 -year  Forecasts,  Competitive  and  Trend  Analysis 

15  Vertical  Markets  •  9  Categories  of  Software  and  Services      •  7  Cross-Industry  Markets 

•  The  Worldwide  Market  (30  countries) 

 US,  Focused  Programs  —  European  Focused  Programs  — 


Outsourcing  (vendor  and  user) 
Downsizing  (vendor  and  user) 
Systems  Integration 
EDI  and  Electronic  Commerce 
IT  Vendor  Analysis 

U.S.  Federal  Government  IT  Procurements 

I  Custom  Consulting  


Outsourcing  (vendor  and  user) 
Downsizing  (vendor  and  user) 
Systems  Integration 
Network  Management 
Customer  Services 


Many  vendors  leverage  INPUT'S  proprietary  data  and  industry  knowledge  by  contracting  for  custom 
consulting  projects  to  address  questions  about  their  specific  market  strategies,  new  product/service  ideas, 
customer  satisfaction  levels,  competitive  positions  and  merger/acquisition  options. 

INPUT  advises  users  on  a  variety  of  IT  planning  and  implementation  issues.  Clients  retain  INPUT 
to  assess  the  effectiveness  of  outsourcing  their  IT  operations,  assist  in  the  vendor  selection  process  and 
in  contract  negotiation/implementation.  INPUT  has  also  evaluated  users'  plans  for  systems  and 
applications  downsizing. 

INPUT  Worldwide  —  


San  Francisco  —  1280  Villa  Street 
Mountain  View,  CA  94041-1 194 
Tel.  (415)  961-3300  Fax  (415)  961-3966 

New  York  —  400  Frank  W.  Burr  Blvd. 

Teaneck,  NJ  07666 
Tel.  (201)  801-0050  Fax  (201)  801-0441 

Washington,  D.C.  —  1953  Gallows  Rd.,  Ste.  560 
Vienna,  V A  22182 
Tel.  (703)  847-6870  Fax  (703)  847-6872 


M&S  459/01  1/93 


London  —  17  Hill  Street 
London  WIX  7FB,  England 
Tel.  +71  493-9335  Fax  +71  629-0179 

Paris  —  24,  avenue  du  Recteur  Poincare 

75016  Paris,  France 
Tel.  +1  46  47  65  65  Fax  +1  46  47  69  50 

Frankfurt  —  Sudetenstrasse  9 
W-6306  Langgons-Niederkleen,  Germany 
Tel.  +  6447-7229  Fax  +6447-7327 

Tokyo  —  Saida  Building,  4-6 
Kanda  Sakuma-cho,  Chiyoda-ku 
Tokyo  101,  Japan 
Tel. +3  3864-0531  Fax +3  3864-4114 


MARCH  1993 


EUROPEAN  SOFTWARE  AND 
SERVICES  MARKET 

1992-1997 
NATIONAL  GOVERNMENT  SECTOR 


U.K.— 17  Hill  Street,  London  WIX  7FB,  U.K. 

France — 24,  avenue  du  Recteur  Poincare,  75016  Paris,  France 

Germany — Sudetenstrasse  9,  W-6306  Langgons-Niederkleen,  Germany 


INPUT 


+44  71  493  9335 
+33  1  46  47  65  65 
+49  6447  7229 


EUROPEAN  SOFTWARE  AND  SERVICES  MARKET,  1 992-1 997-NATlONAL  GOVERNMENT  SECTOR  INPUT 


Researched  by 

INPUT 

17  Hill  Street 

London  W1X7FB 

United  Kingdom 

Published  by 
INPUT 

1280  Villa  Street 

Mountain  View,  CA  94041-1194 


Information  Services  Programme — Europe 

(lEMAP) 


European  Software  and  Services  Market, 
1992-1997— National  Government  Sector 


Copyright  ©  1993  by  INPUT.  All  rights  reserved. 
Printed  in  the  United  States  of  America. 

No  part  of  this  publication  may  be  reproduced  or 
distributed  in  any  form,  or  by  any  means,  or  stored  in  a 
database  or  retrieval  system,  without  the  prior  written 
permission  of  the  publisher. 

The  information  provided  in  this  report  is  proprietary  to 
INPUT.  The  client  agrees  to  hold  as  confidential  all  such 
information,  and  control  access  to  the  information  to 
prevent  unauthorised  disclosure.  The  information  shall  be 
used  only  by  the  employees  of  and  within  the  current 
corporate  structure  of  the  client,  and  will  not  be  disclosed 
to  any  other  organisation  or  person  including  parent, 
subsidiary,  or  affiliated  organisation  without  prior  written 
consent  of  INPUT. 

INPUT  exercises  its  best  efforts  in  preparation  of  the 
information  provided  in  this  report  and  believes  the 
information  contained  herein  to  be  accurate.  However, 
INPUT  shall  have  no  liability  for  any  loss  or  expense  that 
may  result  from  incompleteness  or  inaccuracy  of  the 
information  provided. 


IEIG2*  567*  1992 


EUROPEAN  SOFTWARE  AND  SERVICES  MARKET.  1 992-1 997-f4AT10NAL  GOVERNMENT  SECTOR  INPUT 


Abstract 


This  report  analyses  the  market  for  software  and  services  in  the  European 
national  government  sector.  It  identifies  the  major  issues  and 
opportunities  for  vendors  with  the  driving  forces  in  the  market 

Market  forecasts  are  provided  for  the  major  country  markets — France, 
Germany,  the  United  Kingdom  and  Italy — and  by  key  delivery  mode. 
The  principal  delivery  modes  are  sector  specific  processing  services, 
turnkey  systems,  application  software  products,  professional  services, 
network  services,  systems  operations  and  systems  integration.  The 
leading  vendors  within  each  country  market  are  identified  with  their 
market  share. 
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Introduction 


A  

Introduction 


The  principal  objectives  of  this  report  are: 

•  To  forecast  the  size  of  the  market  for  software  and  services  in  the  na- 
tional government  sector  for  Europe  and  for  each  of  the  major  country 
markets  over  the  5-year  period  1992-1997. 

•  To  forecast  the  size  of  the  market  for  software  and  services  in  the  na- 
tional government  sector  by  delivery  mode. 

•  To  identify  the  leading  software  and  services  vendors  in  the  sector  in 
each  of  the  major  country's  markets. 

•  To  identify  the  major  issues  facing  software  and  services  vendors  that 
are  targeting  the  national  government  sector. 

•  To  identify  the  forces  influencing  demand  for  software  and  services 
within  the  national  government  sector. 

•  To  identify  the  opportunities  arising  for  software  and  services  vendors  in 
this  sector  over  the  5-year  period  1992-1997. 


B  

Scope 

This  report  analyses  the  market  for  software  and  services  within  the 
European  national  government  sector  over  the  5-year  period  1992-1997. 

The  national  government  sector  is  defined  as  comprising  those  govern- 
ment departments  concerned  exclusively  with  national  administration  and 
security. 
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Excluded  from  the  definition  are  nationalised  or  publicly  owned  indus- 
tries, including  healthcare/local  government  administration  and  indirect 
defence  expenditures. 

Geographically,  the  report  divides  Europe  into: 

•  Germany 

•  France 

•  United  Kingdom 

•  Italy 

•  Rest  of  Europe 

Market  forecasts  are  derived  from  corporate  user  expenditures  on  software 
and  services.  Forecasts  are  provided  over  the  5-year  period  1992-1997  for 
each  of  the  key  delivery  modes,  namely: 

•  Industry-specific  application  software  products 

•  Turnkey  systems 

•  Professional  services 

•  Systems  integration 

•  Network  services 

•  Processing  services 

•  Systems  operations 

c  

Methodology 

The  research  that  contributed  to  this  study  was  derived  from  the  following 
sources: 

•  In-depth  interviews  conducted  either  face-to-face  or  by  telephone  with 
the  leading  vendors  active  in  the  European  national  government  sector. 

•  input's  ongoing  research  of  the  European  software  and  services 
market,  which  includes  the  collection  of  revenue  and  service  product 
data  from  over  300  vendors  annually. 

•  The  use  of  INPUT'S  extensive  library  facilities,  which  include  vendor 
literature,  press  releases,  trade  press,  newspaper  and  magazine  articles. 
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P  

Report  Structure 

Chapter  I  provides  details  of  the  objectives,  the  scope  of  the  research  and 
the  methodology  used. 

Chapter  n  is  an  Executive  Overview  of  the  entire  report.  It  summarises 
the  principal  findings  of  the  research  with  an  emphasis  on  the  opportuni- 
ties for  software  and  services  vendors  in  the  national  government  sector. 

Chapter  HI  provides  an  overview  of  the  driving  forces  within  the  national 
government  sector. 

Chapter  IV  provides  detailed  market  forecasts  for  the  software  and  ser- 
vices market  within  the  European  national  government  sector.  These 
forecasts  are  broken  down  by  country  and  by  delivery  mode.  The  key 
issues  confronting  vendors  and  their  responses  to  these  issues  are  also 
discussed  in  more  depth,  as  are  the  opportunities  arising  for  vendors. 

Chapter  V  summarises  the  conclusions  and  recommendations  of  the 
report,  emphasising  the  opportunities  available  for  software  and  services 
vendors. 
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Executive  Overview 


A  

National  Governments  Favour  Established  Independents 

The  high  cost  of  bidding  for  business  in  the  bureaucratic  national  govern- 
ment sector  has  deterred  some  vendors  in  the  past.  Now  that  growth  in  the 
general  market  for  computer  software  and  services  in  Europe  has  fallen  to 
single  figures,  some  may  be  reconsidering  the  risks  and  rewards  of  gov- 
ernment contracts. 

Reductions  in  defence  spending  have  hurt  those  vendors  specialising  in 
this  sector,  but  perhaps  not  as  badly  as  many  had  feared.  Economic 
recession  is  now  impacting  the  whole  of  Europe  as  Germany  faces  the 
extra  burden  of  re-developing  industry  and  infrastructure  in  the  Eastern 
Lande.  As  a  result,  the  demand  for  improved  efficiency  and  more  respon- 
sive operational  and  administrative  systems  continues  to  grow. 

The  market  for  software  and  services  in  national  government  is  expected 
to  have  grown  1 1%  in  1992,  with  growth  in  outsourced  computer  and 
network  system  operations  looking  particularly  promising.  Government 
procurement  of  software  and  services  throughout  Europe  seems  to 
strongly  favour  the  independent  vendors  over  the  equipment  vendors,  with 
the  exception  of  Bull. 

INPUT  researched  vendor  issues  and  strategies  in  the  four  largest  Euro- 
pean economies.  In  priority  order,  the  most  important  success  factors  for 
vendors  in  winning  new  business  from  the  national  government  sector  are: 

•  Established  market  reputation 

•  Political  lobbying  skills 

•  High  quality  of  service 

•  Competitive  pricing 

The  entrenched  position  of  some  of  the  leading  vendors  acts  as  natural 
channels  to  the  market  for  other  vendors.  Vendors  attempting  to  enter  the 
bidding  for  new  business  can  be  most  successful  if  they  are  teamed  with 
an  established  leader  in  the  national  government  sector. 
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Analysis  of  vendor  market  shares  indicates  that  U.S.-owned  vendors  have 
been  far  more  successful  in  penetrating  each  national  market  than  the 
European  vendors  from  neighbouring  countries.  U.S.  penetration  is 
highest  in  the  U.K.  at  42%  of  the  market.  The  treatment  by  U.S.  vendors 
of  European  governments  as  a  common  market  opportunity  is  still  a  rarity 
for  the  large  majority  of  European  software  and  services  vendors. 

For  the  services  industry,  wherever  the  vendor  ownership,  it  is  essential  to 
use  local  staff  to  serve  the  customer.  National  governments  still  favour 
established  local  independent  vendors  above  all  else. 


B  

Market  Forecasts — Outsourcing  Promises  Over  25%  Growth 


ESTPUT  valued  the  European  user  spending  for  software  and  services 
specific  to  the  national  government  sector  at  $4.3  billion  (ECU  3.2  bil- 
lion). This  market  is  expected  to  have  grown  11%  during  1992  and  to 
grow  at  an  average  of  12%  per  year  to  $8.6  billion  in  1997.  Exhibit  11- 1 
lists  the  subsectors  of  the  market  with  their  relative  sizes  and  forecast 
growth  rates.  Despite  the  conservative  nature  of  government  spending, 
there  are  major  opportunities  for  established  vendors — or  for  consortia  of 
vendors — particularly  in  outsourced  systems  operations. 


EXHIBIT  11-1 


Industry-Specific  Software  and  Services 
National  Government — Europe,  1992-1997 


$  Millions  (rounded) 

Delivery  Mode 

1992 

1992-1997 
CAGR  (%) 

1997 

Processing  Services 

490 

4 

590 

Turnkey  Systems 

460 

13 

850 

Applications 
Software  Products 

200 

7 

280 

Professional  Services 

2,260 

7 

3,210 

Network  Services 

130 

17 

290 

Systems  Operations 

410 

26 

1,310 

Systems  integration 

860 

19 

2,020 

Total  (Rounded) 

4,800 

12 

8,550 

n-2 
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There  is  considerable  variation  between  the  major  country  markets  in 
Europe.  Exhibit  11-2  illustrates  where  the  largest  growth  opportunities  are 
in  the  four  largest  countries. 


Growth  Opportunities,  National  Government 

Europe 


Country  Markets 

Outsourced 

Systems 

Operations 

Systems 
Integration 

Professional 
Services 

France 

* 

Germany 

* 

*** 

* 

United  Kingdom 

**** 

Italy 

* 

■k 

Growth  opportunities:  ****  =  Best 


A  major  outsourcing  opportunity  is  opening  up  as  the  U.K.  government 
pursues  its  "market  testing"  programme,  which  offers  private  sector 
vendors  the  chance  to  compete  directly  for  work  currently  being  handled 
in-house  by  government  departments.  INPUT  estimates  that  this  will 
create  over  $400  million  of  incremental  systems  operations  business  up  to 
1997.  INPUT  expects  similar,  but  smaller,  outsourcing  opportunities  to 
follow  throughout  Europe  as  other  governments  look  for  ways  to  contain 
rising  costs.  Different  employment  laws  are  likely  to  moderate  the  whole- 
sale adoption  of  outsourcing  outside  the  U.K. 

Professional  services  is  by  far  the  largest  market  segment.  However, 
growth  has  been  severely  curtailed  compared  to  past  years — especially  as 
defence  spending  has  been  heavily  cut  back  since  the  Iron  Ciutain  col- 
lapsed. 

The  systems  integration  forecasts  reflect  the  ever  increasing  complexity  of 
system  requirements  in  all  countries.  The  clear  majority  of  these  are  now 
centred  on  open  system  standards;  the  national  governments  have  played  a 
lead  role  in  establishing  a  strong  demand  for  open  systems  in  Europe. 
This  is  where  many  independent  vendors  are  developing  their  expertise  in 
large  networks  and  client-server  architectures. 
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c  

Leading  Vendors — European  Neighbours  Trail  Local  and  U.S.  Vendors 

The  four  major  European  countries  favour  the  U.S.  vendors  far  ahead  of 
neighbouring  European  vendors  as  well  as  they  do  their  own  indigenous 
suppliers.  Exhibit  11-3  gives  INPUT'S  estimates  of  the  market  shares 
attributable  to  local,  U.S.  and  other  European  vendors  for  each  country. 


Market  Shares  of  Local  and  Foreign  Vendors 
National  Government — Europe 


Country  Markets 

Estimated  Market  Shares  (%) 

Local 
Vendors 

U.S. 

Vendors 

Other 
Europeans 

France 

79 

19 

2 

Germany 

63 

29 

8 

United  Kingdom 

47 

42 

11 

Italy 

80 

13 

7 

Italy  has  the  largest  national  vendor  share,  largely  because  in  the  past 
acquisitive  Finsiel — now  owned  by  the  state-owned  Italian  PTT — has 
gained  over  half  its  revenues  from  the  Italian  government  sector.  France 
has  the  least  penetration  by  other  Europeans,  but  U.S.  vendors  are  still 
well  established  there.  The  U.K.  has  the  lowest  national  vendor  share — a 
result  of  more  than  a  decade  without  any  government  bias  toward  national 
ownership  in  its  purchasing  policies. 

The  top  ten  vendors  of  software  and  services  in  Europe  are  listed  in  Ex- 
hibit II-4.  The  U.S.  vendors  are  well  positioned  for  new  pan-European 
business,  compared  to  the  vast  majority  of  European  vendors,  which  tend 
to  have  a  national  base  and  limited  international  operations. 
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EXHIBIT  11-4 


Leading  Vendors  Software  and  Services 
National  Government — Europe,  1991 


Rank 

Vendor 

L/Ouniry  oi 
Origin 

Estimated 

Sector 
rievenu6S 
($  Millions) 

Market 
onare 
(Percent) 

1 

Finsiel 

Italy 

410 

9.4 

2 

Bull 

France 

225 

5.2 

3 

Digital 

U.S. 

215 

5.0 

4 

Cap  Gemini  Sogeti 

France 

170 

3.9 

5 

EDS 

U.S. 

145 

3.3 

6 

Unisys 

U.S. 

115 

2.6 

7 

Andersen  Consulting 

U.S. 

105 

2.4 

8 

Olivetti 

Italy 

90 

2.1 

9 

Siemens-Nixdorf 

Germany 

85 

2.0 

10 

Sema  Group 

France 

80 

1.8 

Total  Listed 

1,640 

37.8 

Total  Market 

4,340 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding 


The  European  telecommunications  service  vendors  (PTTs)  have  all  made 
moves  to  strengthen  their  software  and  service  interests.  Finsiel  is  now 
part  of  STET  rather  than  a  separate  arm  of  the  state  owned  IRI.  France 
Telecom  has  a  large  group  within  Cogecom-Telesystemes  and  has  recently 
purchased  a  stake  in  Sema.  BT  Customer  Systems  has  implemented  a 
number  of  major  government  contracts  in  alliance  with  other  vendors. 

Of  the  equipment  manufacturers.  Bull  has  been  strongest  in  strategically 
penetrating  the  public  sector  throughout  Europe.  Yet,  the  equipment 
manufacturers  are  generally  not  well  positioned  to  gain  more  market 
share. 
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Bull,  Digital  and  Cap  Gemini  Sogeti  (CGS)  all  had  to  shed  staff  in  1992. 
In  France,  this  was  partly  attributed  to  a  considerable  shortfall  in  defence 
business.  Demand  for  contract  staff  also  fell  in  1991  and  1992. 

CGS,  Andersen  Consulting,  EDS  and  Sema  are  all  fighting  hard  for  the 
major  part  of  the  government  outsourcing  business.  IBM — notable  for 
their  absence  from  this  list— is  also  expected  to  invest  in  winning  a  sub- 
stantial share  and  so  build  its  systems  operations  activities  in  Europe. 
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National  Government  Sector  Driving 
Forces 


Profound  changes  are  taking  place  in  the  national  governments  of  Europe. 

Defence  budgets  (and  physical  defence  forces)  are  being  significantly 
reduced,  though  perhaps  not  at  the  rate  anticipated. 

Privatisation  of  publicly  owned  industries  is  gathering  pace  throughout  the 
EC.  What  started  as  an  ideological  imperative  in  the  U.K.  has  become  an 
economic  imperative  for  all  of  Europe.  Government  revenues  are  reduced 
by  the  impact  of  recession  throughout  the  community.  At  the  same  time, 
spending  demands  increase  to  provide  economic  support  for  unemployed 
workers,  "restructured"  industries  in  Eastern  Germany,  or  simply  subsidies 
to  state  enterprises  in  France  (see  Exhibit  III-l). 


A 


Economic  Forces 


EXHIBIT  III-1 


Economic  Forces  on  National  Government 


Privatisation 
of  State 
Industries 


Industrial  Social 
Support  Support 


Tax 
Revenues 


Outsourcing  Defence 
of  Government  Expenditure 
Functions 
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1.  Privatisation  Raises  Capital 

The  sale  of  publicly  owned  industries  raises  large  sums  of  capital  in  a  very 
short  time  and  is  proving  to  be  irresistible  to  all  the  major  European 
governments.  For  the  U.K.,  it  was  portrayed  as  an  ideological  imperative, 
but  also  played  a  significant  political  role  in  allowing  the  reduction  of 
nominal  tax  rates.  For  Italy,  it  offers  a  respite  from  a  budget  deficit  that  is 
careering  out  of  control.  In  Germany,  such  revenues  will  significantly 
ease  the  burden  of  funding  the  redevelopment  of  Eastern  Germany.  Only 
in  France  does  the  privatisation  process  appear  slow;  however,  it  is  still 
proceeding  discretely  through  mechanisms  such  as  IBM's  cash  injection 
into  publicly  held  Groupe  Bull  in  exchange  for  an  equity  stake. 

2.  Outsourcing  Reduces  Government  Expenditure 

In  parallel  with  these  changes,  governments  are  discovering  that  there  may 
be  scope  to  reduce  the  running  costs  of  government  by  "outsourcing" 
functions.  Again,  the  U.K.  is  in  the  vanguard  of  this  process  with  its 
policy  of  "market  testing"  all  non-policy  making  functions.  The  essence 
of  market  testing  is  that  government  departments  are  obliged  to  compete 
with  private  sector  bodies  for  the  provision  of  their  services.  Although 
new  to  Europe,  this  is  a  well  established  process  in  the  U.S.  and  has 
contributed  substantially  to  the  growth  of  corporations  like  EDS  and 
Computer  Sciences  Corporation. 

The  process  of  change  is  likely  to  be  slow  in  Europe.  Even  in  the  U.K., 
where  government  has  directed  all  departments  to  produce  proposals  for 
market  testing  by  the  end  of  1992,  it  will  probably  take  several  years  for 
outsourcing  to  evolve  as  a  natural  way  for  government  to  operate.  None- 
theless, the  scale  of  the  opportunity  is  enormous.  Not  only  are  the  imme- 
diate contracts  very  large  (up  to  several  hundreds  of  million  of  dollars  per 
annum),  but  an  outsourced  facility  effectively  becomes  the  sole  ownership 
of  the  winning  bidder.  Any  opportunities  that  might  previously  have 
existed  for  professional  services,  network  services,  software  products, 
systems  integration  or  turnkey  systems  all  come  under  the  effective  con- 
trol of  the  systems  operator.  The  potential  market  for  outsourced  govem- 
ment  operations  could  be  twice  as  large  as  the  total  current  private  sector 
market. 

B  

The  Systems  Environment 

The  primary  automation  of  public  administration  is  almost  complete  in  all 
the  major  countries  of  Europe,  but  significant  development  (and  redevel- 
opment) continues  as  public  bodies  strive  to  develop  their  systems  from 
simple  reporting  systems  to  real  time  operating  systems  (Exhibit  III-2). 
Significant  opportunities  exist  to  extend  administration  systems  to  provide 
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services  directly  to  the  public.  Just  as  ATMs  and  direct  treasury  manage- 
ment systems  have  transformed  the  banking  industry,  direct  access  to 
public  systems  has  a  similar  opportunity  to  introduce  new  levels  of  pro- 
ductivity to  government  operations.  In  Italy,  for  example,  it  is  now  pos- 
sible for  citizens  to  obtain  land  and  real  estate  registry  certificates  from 
customer  service  points  through  an  on-line  database. 


EXHIBIT  III-2 


The  Systems  Environment  Becomes  More  Operational 


A  pre-requisite  for  achieving  these  more  sophisticated  goals  is  that  link- 
ages and  information  interchange  between  govemment  departments  need 
to  be  significantly  improved.  Govemment  departments  traditionally 
defend  their  boundaries  from  outsiders  (including  other  departments)  with 
some  vigour.  This  has  led  to  the  development  of  many  incompatible 
systems  requiring  significant  integration  effort.  The  problem  is  generally 
understood  and  has  been  one  of  the  driving  forces  for  OS  I. 
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Implementation  of  EC  treaties  requires  coordination  of  government  agen- 
cies across  the  community  and  interconnection  for  data  interchange.  This, 
again,  highlights  the  need  to  make  information  accessible  and  transport- 
able. The  European  Nervous  System  project  will  provide  systems  capable 
of  handling  the  pan-European  dimension.  Examples  include  monitoring 
tax  payments  for  income  arising  in  more  than  one  country  or  providing  a 
single  payment  point  for  pensions  earned  in  several  EC  states.  The 
SEDOC  system  will  provide  a  document  exchange  system  linking  the 
employment  ministries  of  the  member  states  together. 

There  are  simultaneous  needs  to  change  or  develop  existing  systems  to 
take  account  of  the  harmonisation  of  EC  regulations.  The  introduction  of 
linked  VAT  rates  and  the  need  to  manage  financial  flows  to  and  from  the 
EC  are  examples  that  affect  all  member  states. 

The  evolving  market  for  pan-governmental  systems  is  not  yet  on  a  scale  to 
rival  the  national  administrations  of  the  larger  EC  states,  but  could  still 
have  a  significant  impact  on  system  developments  in  all  EC  countries. 
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The  Markets 


European  Software  and  Services  Overview 


The  overall  market  for  software  and  services  within  the  European  national 
government  sector  is  forecast  to  grow  from  $4.8  billion  in  1992  to  $8.6 
billion  in  1997,  a  compound  annual  growth  rate  of  12%,  as  shown  in 
Exhibit  rV-1.  These  figures  include  only  end-user  industry-specific 
revenues.  Excluded  from  the  figures,  for  example,  is  software  sold  to 
defence  contractors  for  integration  into  weapons  platforms  that  will  subse- 
quently be  sold  to  national  government. 


EXHIBIT  IV-1 


European  National  Government 
Sector  Software  and  Services 
Market  Forecast,  1992-1997 


c 
o 

N 

CO 
CO 


1992 


CAGR 
12% 


1997 
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Exhibit  IV-2  shows  the  leading  vendors  in  the  national  government  sector, 
their  estimated  industry-specific  revenues  and  their  market  shares. 


EXHIBIT  IV-2 


Leading  Software  and  Services  Vendors 
National  Government — Europe,  1991 


Rank 

Vendor 

r^ni  intrv  nf 

Vi/V-fLI  1  Illy  \Jl 

Origin 

Estimated 
Sector  of 
Rpvpni  iPQ 

1  lwVwllLiC70 

($  Millions) 

Market 
Sharp 

Ol  ICll  \J 

(Percent) 

1 

Finsiel 

Italy 

410 

9.4 

2 

Bull 

France 

225 

5.2 

3 

Digital 

U.S. 

215 

5.0 

4 

Cap  Gemini  Sogeti 

France 

170 

3.9 

5 

EDS 

U.S. 

145 

3.3 

6 

Unisys 

U.S. 

115 

2.6 

7 

Andersen  Consulting 

U.S. 

105 

2.4 

8 

Olivetti 

Italy 

90 

2.1 

9 

Siemens-Nixdorf 

Germany 

85 

2.0 

10 

Sema  Group 

France 

80 

1.8 

Total  Listed 

1,640 

37.8 

Total  Market 

4,340 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding. 


Finsiel  is  substantially  the  largest  supplier  due  to  its  dominant  position  in 
Italy.  Finsiel  was  until  recendy  wholly  owned  by  the  state  holding  com- 
pany IRI,  but  has  recently  been  sold  to  the  Italian  telecommunications 
holding  company  STET,  which  has  IRI  as  its  largest  shareholder.  Finsiel 
effectively  remains  a  nationalised  industry  and  has  little  presence  outside 
of  Italy. 
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It  is  notable  that  Cap  Gemini  Sogeti  and  Sema  Group  are  the  only  other 
two  European  owned  software  and  services  companies  to  appear  in  the  top 
10.  Both  owe  their  position  to  strong  performance  in  the  French  and  U.K. 
markets,  failing  to  make  the  top  10  in  either  Germany  or  Italy. 

Hardware  vendors  make  up  5  of  the  top  10  software  and  service  suppliers 
to  the  national  government  sector  in  Europe.  In  the  case  of  Bull,  Olivetti 
and  Siemens-Nixdorf,  this  reflects  obvious  government  support  within 
their  home  countries,  but  Bull  is  also  the  only  European  vendor  that 
features  in  the  top  10  supplier  of  all  four  major  countries.  Digital  also 
features  in  all  four  countries  with  a  particularly  good  showing  in  Germany 
following  the  acquisition  of  Mannesman-Kienzle. 


B  

Country  Forecasts 

1.  Overview 

Exhibit  IV-3  shows  INPUT'S  forecast  for  industry- specific  software  and 
services  in  the  national  government  sector  for  each  of  the  major  countries. 

The  major  trends  in  each  of  these  countries  are  discussed  in  the  following 
sections  of  the  report.  The  U.K.  will  be  the  fastest  growing  market  due  to 
a  government  policy  of  outsourcing  functions  (including,  but  not  only, 
information  systems)  to  the  private  sector  where  possible.  The  pressures 
of  unification  and  a  growing  federal  deficit  contribute  to  Germany,  which 
also  shows  above  average  growth. 

Italy  will  be  significantly  below  the  European  average  due  to  the 
government's  serious  financial  difficulties  and  existing  market  control  by 
Finsiel. 

Bearing  in  mind  that  most  of  the  market  growth  arises  not  from  extra 
software  and  services,  but  from  a  reallocation  between  internal  and  exter- 
nal resources;  these  forecasts  are  all  highly  sensitive  to  political  change. 
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Software  and  Services 
National  Government  Sector 


France 


Germany  ^^^^^^ 


U.K. 
Italy 

Rest  of  Europe 


1 .3 

W//////A2^2 


CAGR 
(Percent) 
11 


17 


0.66 

y /////////// A^-^ 


18 


^  1992 
□  1997 


1.4 


y////////////777777X  2-3 


10 


0      0.5     1.0     1.5     2.0     2.5  3.0 
Market  Size  {$  Billions) 


2.  France 

France  has  the  most  active  state  intervention  in  the  information  services 
industry  of  all  European  countries  (Finsiel  being  more  passively  man- 
aged). Eight  of  the  top  10  suppliers  to  French  national  govemment  are 
French  owned  companies  (Exhibit  IV-4),  while  one  of  the  others  (EDS- 
GFI)  is  a  former  French  company  now  owned  by  a  U.S.  parent. 

"The  growing  competition  between  telecommunications  operators 
forces  us  to  protect  our  information  services  partners  by  making 
them  a  part  of  our  core  business" 

Michael  Hurst— FTLIS,  October  1992. 

The  former  policy  of  supporting  Bull  as  the  national  champion  of  French 
information  technology  appears  to  have  been  de-emphasised  in  the  wake 
of  the  company's  huge  financing  requirements.  In  its  place,  the  govem- 
ment is  clearly  supporting  French  software  and  services  companies,  and 
using  France  Telecom  as  the  vehicle  for  control.  This  can  be  seen  in 
France  Telecom's  acquisition  of  a  substantial  stake  in  Sema  Group. 
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EXHIBIT  IV-4 


Leading  Software  and  Services  Vendors 
National  Government — France  1991 


rianK 

venaor 

Country  of 
Origin 

Estimated 
Sector  of 
Revenues 

(rr  Millions) 

Market 
Share 
(rercent) 

H 

1 

Di  ill 

r  ranee 

obo 

y.o 

o 

wap  oernini  oogeii 

r  ranee 

Qon 

R  /I 

D.4 

o 
o 

PHQ  rid 
tUo-vjrl 

oi  o 

^  O 

o.*i 

A 

4 

byseca 

r  ranee 

4.b 

c 
D 

oiigos 

r  ranee 

^UU 

o.o 

6 

CISI 

France 

185 

3  1 

7 

Sema  Group 

France 

165 

2.7 

8 

Telesystemes 

France 

150 

2.5 

9 

Digital 

U.S. 

130 

2.1 

10 

CGI 

France 

120 

2.0 

Total  Listed 

2,495 

41.2 

Total  Market 

6,050 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding. 


Though  system  operations  will  show  the  most  rapid  growth  (22%  p. a. 
between  1992-97),  professional  services  and  systems  integration  will 
continue  to  dominate  the  national  government  sector  (  see  Exhibit  IV-5). 
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National  Government  Software  and  Services 

France 
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Bull's  strong  position  in  systems  integration  and  professional  services 
keep  it  ahead  of  Cap  Gemini  Sogeti  in  total  sector  revenues,  though  the 
latter  remains  dominant  in  the  supply  of  professional  services 
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3.  Germany 

While  German  companies  hold  four  of  the  top  six  places  for  market  share 
(Exhibit  IV-6),  Digital's  acquisition  of  Mannesman-Kienzle  has  put  it 
firmly  into  second  place  behind  Siemens-Nixdorf. 


EXHIBIT  IV-6 


Leading  Software  and  Services  Vendor 
National  Government — Germany,  1991 


Rank 

Vendor 

Country  of 
Origin 

Estimated 
Sector  of 
Revenues 
(DM  Millions) 

Market 
Share 
(Percent) 

1 

Siemens  Nixdorf 

Germany 

85 

10.0 

2 

Digital 

U.S. 

70 

8.2 

3 

Debis  Systemhaus 

Germany 

45 

5.3 

4 

Datev 

Germany 

35 

4.1 

5 

Bull 

France 

30 

3.5 

6  = 

SAP 

Germany 

25 

2.9 

6  = 

IBM 

U.S. 

25 

2.9 

8  = 

Unisys 

U.S. 

20 

2.4 

8  = 

Microsoft 

U.S. 

20 

2.4 

10 

Computer  Associates 

U.S. 

15 

1.8 

Total  Listed 

370 

43.5 

Total  Market 

850 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding. 
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Germany's  struggle  with  unification  has  two  consequences  for  software 
and  services  vendors.  The  obvious  direct  impact  is  a  need  for  systems 
integration  services.  However,  unification  is  also  taking  a  heavy  toll  of 
government  finances.  The  result  is  an  escalating  federal  deficit  and 
growing  pressure  to  control  expenditure  (see  Exhibit  IV-7).  Germany's 
decision  to  withdraw  from  the  European  Fighter  Aircraft  project  is  one 
example  of  the  general  decline  in  defence  budgets. 


Germany's  Growing  Public  Sector  Deficit 


1991 

1992 

1993 

Annual  Growth  of  GNP  (%) 
Public  Sector  Deficit  (DMbn) 

0.4 
89.1 

1.0 

95,5 

1.0 
100.0 

A  second  level  effect,  however,  is  being  felt  in  the  development  of  plans 
to  privatise  state  owned  industries  like  Deutsche  Bundespost  Telekom.  In 
due  course,  tight  govemment  budgets  will  lead  to  increased  use  of  private 
system  operations  at  the  expense  of  internally  managed  operations. 

INPUT  forecasts  that  systems  integration  in  the  German  national  govem- 
ment sector  will  grow  at  24%  p.a.  from  1992  to  1997  (Exhibit  IV-8),  as  a 
result  of  unification  and  the  trend  towards  downsizing.  This  will  make 
systems  integration  the  largest  delivery  mode  in  Germany,  38%  ahead  of 
turnkey  systems,  which  is  the  current  leading  delivery  mode.  Systems 
operations  will  grow  marginally  faster  (25%  CAGR),  but  from  a  much 
smaller  base. 
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National  Government  Software  and  Services 
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4.  United  Kingdom 

The  United  Kingdom  offers  the  greatest  opportunity  in  Europe  over  the 
forecast  period: 

"Departments,  Executives  Agencies,  and  non-departmental  public 
bodies  need  to  test  the  scope  for  a  greater  private  sector  contribu- 
tion to  the  delivery  of,  for  example,  clerical  and  executive  opera- 
tions, specialist  and  professional  skills,  and  a  wide  range  of 
facilities  management  approaches" 

Norman  Lamont,  Chancellor  of  The  Exchequer,  November  1991. 

The  software  and  services  market  is  wide  open,  with  only  two  locally 
owned  companies  in  the  top  10  suppliers  to  national  government  (see 
Exhibit  rV-9).  The  govemment's  decision  to  "market  test"  all  non-policy 
government  functions  means  that,  in  principle,  the  whole  of  the 
govemment's  Pounds  Sterling  2  billion  ($3.8  billion)  p.a.  expenditure 
could  be  transferred  to  the  private  sector.  In  practice,  if  IT  follows  the 
example  of  earlier  outsourcings,  it  is  likely  that  up  to  50%  of  government 
IT  would  be  outsourced  within  five  years.  Some  of  the  potential  contracts 
are  very  large  indeed,  reaching  hundreds  of  millions  of  dollars  per  annum. 

The  largest  opportunities  lie  in  system  operations,  which  INPUT  forecasts 
will  grow  at  35%  p.a.  over  the  forecast  period  (see  Exhibit  IV-  10).  The 
scale  of  some  of  these  potential  contracts  is  such  that  only  the  largest  and 
best  organised  companies  will  be  credible  candidates.  The  importance  of 
the  contracts  is  difficult  to  overstate  because  it  is  unlikely  that  a  winning 
company  for  a  systems  operation  contract  will  choose  to  subcontract 
professional  services  or  systems  integration  business.  A  sharp  disparity 
will  emerge  between  the  winners  and  losers,  which  is  likely  to  lead  to 
further  restructuring  of  the  U.K.  software  and  services  industry. 
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EXHIBIT  IV-9 


Leading  Software  and  Services  Vendors 
National  Government — U.K.,  1991 


Rank 

Vendor 

Country  of 
Origin 

Estimated 
Spctor  of 
Revenues 
(£  Millions) 

Markpt 
Share 
(Percent) 

1 

Data  Sciences 

U.K. 

40 

12.5 

2 

EDS-Scicon 

U.S. 

30 

9.4 

3  = 

Digital 

U.S. 

20 

6.3 

3  = 

ICL  (Fujitsu) 

U.K.  (Japan) 

20 

6.3 

5 

Hoskyns  (CGS) 

U.K.  (France) 

18 

5.6 

6 

\j 

Anripr^pn  rinn«;iiltinn 

U  S 

17 

5  3 

7 

Sema  Group 

France 

14 

4.4 

8 

Logica 

U.K. 

13 

4.1 

9  = 

Bull 

France 

12 

3.8 

9  = 

Unisys 

U.S. 

12 

3.8 

Total  Listed 

196 

61.3 

Total  Market 

320 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding. 
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National  Government  Software  and  Services 
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EDS  is  taking  an  interesting  approach  by  trying  to  encourage  government 
departments  to  outsource  entire  functions  rather  than  just  the  IT  support 
elements.  This  makes  sense  for  the  government  and  EDS  because  it 
moves  state  run  business  to  the  private  sector  in  larger  pieces,  but  it 
creates  problems  for  smaller  companies  that  are  unable  to  compete  for 
such  large  pieces  of  business. 
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5.  Italy 

Italy  is  a  difficult  market  for  foreign  companies.  The  top  three  suppliers 
of  software  and  services  to  the  Italian  government  are  all  Italian  and  alone 
account  for  over  60%  of  the  market  (see  Exhibit  IV- 1 1).  The 
government's  serious  budget  deficit  will  force  it  to  keep  a  tight  reign  on 
all  aspects  of  expenditure,  almost  irrespective  of  merit.  It  could  be  argued 
that  this  creates  a  case  for  outsourcing  following  the  U.K.  model,  but  it  is 
not  clear  what  form  this  might  take.  Finsiel  has,  in  government  eyes,  just 
been  transferred  to  the  private  sector.  Whether  that  will  lead  to  more 
competition  is  uncertain.  At  present  the  most  likely  outcome  is  that 
Finsiel  will  be  forced  to  bear  the  brunt  of  any  expenditure  reductions  in 
software  and  services.  Finsiel  itself  recognises  this  and  plans  to  reduce  its 
dependency  on  government  business  from  60%  to  revenues  of  50%.  A 
statement  on  Finsiel's  company  direction  is  given  in  Exhibit  IV-1 1. 


EXHIBIT  IV-11 


Leading  Software  and  Services  Vendors 
National  Government — Italy,  1991 


Rank 

Vendor 

Country  of 
Origin 

Estimated 
Sector  of 
Revenues 
(£  Millions) 

Market 
Share 
(Percent) 

1 

Finsiel 

Italy 

400 

48.2 

2 

Olivetti 

Italy 

65 

7.8 

3 

Cerved 

Italy 

40 

4.8 

4 

Bull 

France 

35 

4.2 

5 

Datamat 

Italy 

25 

3.0 

6 

Digital 

U.S. 

20 

2.4 

7 

Andersen  Consulting 

U.S. 

15 

1.8 

8 

S&M  Group 

Italy 

15 

1.8 

9 

IBM 

U.S. 

15 

1.8 

10 

Unisys 

U.S. 

10 

1.2 

Total  Listed 

640 

77.1 

Total  Market 

830 

100.0 

Note:  Numbers  may  not  add  up  due  to  rounding. 
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Finsiel  Company  Objectives 

"To  pursue  activities  in  the  field  of  IT  and  allied  activities,  through 
the  acquisition  of  shares  in  companies  and  joint  ventures  in  which 
the  company  shall  be  responsible  for  technical  and  administrative 
coordination." 

Company  Report,  1991 

Professional  services  dominate  Italian  government  software  and  services 
expenditure  (see  Exhibit  IV- 12).  Although  INPUT  forecasts  that  the 
fastest  growth  will  be  in  systems  operations,  this  remains  a  minor  part  of 
the  Italian  market. 


National  Government  Software  and  Services 

Italy 


Systems 
Integration 


Systems 
Operations 


Network 
Services 


Professional 
Services 


Applications 
Software  Products 


Turnkey 
Systems 


Transaction 
Processing 


74 

m 

|43 

;  10 

163 


10 
25 


39 
^57 


26 

82 
^99 


691 


CAGR 
(Percent) 
17 


20 


m  1992 
□  1997 

Overall  CAGR:  9% 


19 


8 


13 


0       200     400     600     800  1,000 
Market  Size  ($  Millions) 


©  1993  by  INPUT.  Reproduction  Prohibitod. 


IEIG2 


EUROPEAN  SOF=7WARE  AND  SERVICES  MARKET,  1 992-1 997-MATlONAL  GOVERNMENT  SECTOR  INPUT 


c  

Key  Delivery  Modes 

1.  Overview 

Exhibit  IV- 13  shows  the  growth  in  industry- specific  revenues  for  the 
European  national  government  sector  by  delivery  mode.  The  forecast 
average  growth  rate  over  the  period  1992-97  is  12%,  but  there  is  consider- 
able variation  from  this  average  by  delivery  mode. 

The  rapid  growth  anticipated  in  outsourcing  system  operations  in  the  U.K. 
makes  systems  operations  the  fastest  growing  European  delivery  mode  at 
26%  p.a.  growth  rate.  Despite  this,  it  still  only  reaches  third  place  in  the 
ranking  of  delivery  modes.  Professional  services,  though  only  showing  a 
modest  7%  growth  rate,  remains  the  most  significant  delivery  mode  in 
terms  of  current  size. 
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National  Government  Software  and  Services 
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2.  Systems  Integration 

Systems  integration  is  the  provision  of  a  complete  solution  to  an  informa- 
tion systems  problem  by  a  single  contractor  that  brings  together  hardware 
and  software  elements  from  a  variety  of  sources  to  meet  the  client's  need. 
The  solution  must  include  an  application  processing  component. 
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Systems  integration,  although  only  second  in  growth  rate  at  19%,  and  in 
ranking  offers  the  largest  absolute  growth  opportunity.  Between  1992  and 
1997  INPUT  forecasts  that  the  systems  integration  market  in  national 
governments  of  Europe  will  increase  by  over  $1.1  billion  to  a  market  total 
of  over  $2  billion  by  1997. 

The  main  driving  force  behind  this  substantial  growth  is  the  continued 
move  towards  distributed,  often  UNIX,  systems  while  proprietary  main- 
frames continue  to  hold  their  place  despite  a  lower  prominence. 

As  shown  in  Exhibit  IV- 14,  the  three  major  countries,  France,  Germany 
and  U.K.  all  offer  comparable  size  markets  with  comparable  growth  rates. 
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3.  Systems  Operations 

Systems  operations  involves  the  operation  and  management  of  all  or  a 
significant  part  of  the  user's  information  systems  functions  under  a  long 
term  contract. 
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The  impact  of  the  U.K.  government's  decision  to  outsource  substantial 
parts  of  its  operations  can  be  clearly  seen  in  Exhibit  IV- 15.  The  35% 
CAGR  of  systems  operations  in  the  U.K.  will  put  it  significantly  ahead  of 
all  other  countries,  with  incremental  sales  of  over  $500  million  forecast  in 
1997. 
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The  actual  outcome  of  this  outsourcing  policy  will  clearly  be  dependent  on 
political  factors,  particularly  in  regard  to  timing.  There  is  already  evi- 
dence that  ministers  are  trying  to  accelerate  the  process,  even  though  they 
are  being  hampered  by  the  inability  of  government  departments  to  handle 
the  workload  of  issuing  and  responding  to  competitive  tenders.  Forecast- 
ing in  this  area  is  also  made  less  precise  because  much  of  the  outsourced 
business  is  likely  to  be  in  large  increments. 
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4.  Network  Services 

Network  services  includes  the  provision  of  information  through  electronic 
information  services  and  the  provision  of  value-added  network  services 
(VANS). 

INPUT  forecasts  that  network  services  will  grow  at  17%  between  1992 
and  1997  (see  Exhibit  IV- 16).  There  are  no  significant  country  differ- 
ences; and  being  at  under  4%  of  the  total  software  and  services  market  in 
national  govemment,  network  services  is  not  seen  as  a  major  issue  within 
this  particular  industry  sector. 
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The  rapid  changes  in  the  telecommunications  industry  and  availability  of 
high-speed  digital  lines  could  lead  to  an  increased  use  of  wide-area  net- 
working and  value-added  network  services.  In  the  U.K.,  for  example, 
Racal  has  developed  its  management  of  the  Govemment  Data  Network 
into  a  £24  million  ($46  million)  business,  though  most  of  this  is  basic 
network  management.  At  present,  however,  there  is  little  evidence  of 
major  opportunities  for  software  and  service  vendors. 
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The  growing  use  of  EDI  to  link  government  departments  nationally  and 
internationally  will  contribute  to  the  growth  of  networking  services  over 
time,  but  it  is  unlikely  to  be  a  major  factor  for  the  software  and  services 
vendors  in  the  foreseeable  future.  Although  projects  like  the  EC's  Inter- 
Institutional  Integrated  Services  Information  System  (INS IS)  appear  to  be 
of  strategic  importance,  the  annual  expenditure  is  only  ECU  6-7  million 
($4-5  million),  making  them  of  modest  commercial  interest. 

5.  Professional  Services 

Professional  Services  includes  consulting,  education  and  training,  and 
software  development. 

Professional  services  represent  the  largest  delivery  mode  to  the  national 
government  segment  in  Western  Europe.  Exhibit  IV- 17  shows  that  IN- 
PUT forecasts  this  delivery  mode  to  grow  at  7%  CAGR  to  $3.2  billion  by 
1997.  This  is  scarcely  surprising  because  this  delivery  mode  includes 
consultancy,  bespoke  systems  design  and  programming.  National  govem- 
ments  are  still  heavily  dependent  on  bespoke  systems,  making  Uttle  use  of 
standard  application  software  products. 

It  is  notable  that  the  two  countries  with  the  greatest  government  involve- 
ment in  their  software  and  services  industries  (France  and  Italy)  are  also 
the  largest  consumers  of  professional  services. 
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6.  Application  Software  Products 

Application  software  products  perform  functions  related  to  solving  busi- 
ness or  organizational  needs  unique  to  a  specific  vertical  market. 

INPUT  forecasts  that  sales  of  application  software  products  in  the  national 
government  sector  of  Europe  will  grow  at  7%  CAGR  between  1992  and 
1997  to  $280  million  (see  Exhibit  IV- 18).  This  makes  it  the  smallest 
delivery  mode  to  this  market  sector,  and  is  the  corollary  of  the  substantial 
size  of  the  professional  services  delivery  mode. 

Although  application  software  products  should  become  more  popular  in 
times  of  economic  stringency,  it  is  the  smaller  countries  that  are  most 
likely  to  adopt  them.  The  major  countries  have  already  heavily  invested  in 
bespoke  systems  that  require  maintaining. 
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EXHIBIT  IV-18 
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7.  Turnkey  Systems 

Turnkey  systems  integrates  general  purpose  hardware  with  packaged  or 
custom  software  to  meet  specific  user  requirements 

Exhibit  IV-19  shows  that  INPUT  forecasts  turnkey  systems  in  the  national 
government  sector  of  Europe  to  grow  at  13%  CAGR  from  $460  million  to 
$850  million  between  1992  and  1997.  The  largest  market  for  this  delivery 
mode  is  in  Germany,  where  the  top  two  suppliers  (Siemens-Nixdorf  and 
Digital)  are  both  major  hardware  vendors. 

The  main  market  for  turnkey  systems  remains  defence,  but  opportunities 
in  civil  administration  appear  in  such  areas  as  document  image  processing. 
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8.  Transaction  Processing 

Exhibit  IV-20  shows  the  size  of  the  transaction  processing  markets  in  the 
major  European  countries  between  1992  and  1997.  This  is  a  fairly  stable 
market  (4%  CAGR)  most  developed  in  the  Benelux  and  Scandinavian 
countries.  The  major  countries  make  little  use  of  external  transaction 
processing  services  and  account  for  under  half  of  the  total  European 
market  between  them.  Growth  rates  within  these  countries  will  remain  at 
a  relatively  low  level. 
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Vendor  Issues  and  Strategies 


A  

Track  Record  is  Essential 


All  of  the  suppliers  that  INPUT  interviewed  in  all  countries  rated  their 
established  market  position  as  a  major  factor  in  winning  new  business  (see 
Exhibit  V-1).  It  is  a  natural  process  for  any  large  organisation  to  favour 
existing  suppliers  that  understands  its  needs;  major  projects  have  enough 
risks  without  introducing  untested  suppliers.  Furthermore,  the  scale  of 
many  govemment  projects  dictates  that  they  can  only  be  tackled  by  large 
suppliers,  again  narrowing  the  field. 


EXHIBIT  V-1 


Success  Factors  in  Winning  New  Govemment  Business 
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These  factors  ensure  that  there  are  only  a  few  significant  suppliers  to 
national  government  in  each  country.  It  also  makes  it  easier  for  a  large 
software  or  service  organisation  to  move  between  markets  than  for  a  small 
organisation  to  grow  organically.  Assessing  the  ownership  profiles  of 
groups  like  CGS,  Sema  and  Finsiel  shows  how  smaller  specialist  compa- 
nies have  become  absorbed  into  larger  organisations. 

It  is  likely  that  more  mergers  and  acquisitions  will  take  place.  Recent 
examples  include  the  acquisition  of  Finsiel  by  STET  and  France 
Telecom's  purchase  of  a  stake  in  Sema  Group. 


B  

Market  Access 

The  French  and  Italian  governments  have  a  policy  of  developing  and 
assisting  local  companies.  Companies  with  local  operations,  but  foreign 
ownership  still  faces  greater  challenges.  However,  this  is  reflected  in  the 
fact  that,  for  example,  eight  of  the  top  ten  suppliers  to  French  government 
are  French  owned  companies  (see  Exhibit  V-2)  and  five  out  of  the  top  ten 
Italian  suppliers  being  Italian.  This  contrasts  with  just  two  out  of  the  top 
ten  in  the  U.K.  and  four  out  of  the  top  ten  in  Germany.  A  similar  picture 
emerges  from  the  relative  shares  of  the  government  market  that  are  held 
by  local  companies  (see  Exhibit  V-3). 

Finsiel  is  by  far  the  largest  supplier  to  central  government  in  Europe  as  a 
result  of  its  domination  of  the  Italian  government  market,  but  has  had  little 
impact  outside  Italy. 
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EXHIBIT  V-2 


Ownership  of  Top  Ten  Government  Sector  Vendors 

Europe,  1992 


France 


Germany 


U.K. 


Italy 


CD 

^^^^^  c 

1  1 

1  1 

Local  Ownership 


0        2        4        6        8  10 
Number  of  Top  Ten  Suppliers 


EXHIBIT  v-3 


Market  Shares  by  Vendor  Nationality,  National  Government 

Europe,  1991 
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The  U.K.  offers  the  most  open  government  market  with  company  owner- 
ship being  of  Uttle  consequence,  provided  that  the  operating  unit  has  a 
local  track  record.  This  has  led  to  a  situation  in  which  only  two  significant 
U.K.  software  suppliers  to  government  remain  independent.  Although 
Germany  has  no  overt  policy  of  supporting  local  firms,  the  difficulty  of 
acquiring  German  companies  has  provided  a  measure  of  protection. 

When  looking  at  the  concentration  of  power  in  the  market  place,  Italy 
clearly  has  the  greatest  concentration  with  the  top  10  companies  account- 
ing for  77%  of  the  national  government  market  (see  Exhibit  V-4).  The 
U.K.  has  the  second  highest  concentration  at  61%,  but  has  the  largest 
penetration  by  U.S.  companies  of  any  of  the  major  European  countries. 


EXHIBIT  V-4 


Concentration  of  Supply  of  Software  and  Services 
to  National  Governments,  1991 
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C  

The  PTT's  Enter  the  Software  and  Services  Business 

The  telephone  companies  are  still  mainly  government  controlled  in  Europe 
and  have  high-level  access  to  all  departments.  They  require  high-level 
software  skills  as  the  telephone  industry  moves  from  being  simply  a 
hardware  business  of  copper  wires  and  switches  to  a  software  business  of 
mobile  users  and  added  value  facilities. 


V-4 


©  1993  by  INPUT.  Reproduction  Prohibitod. 


IEIG2 


EUROPEAN  SOFTWARE  AND  SERVICES  MARKET,  1992-1997— NATIONAL  GOVERNMENT  SECTOR  INPUT 


In  the  U.S.,  AT&T's  purchase  of  NCR  gave  it  control  of  one  of  the 
world's  leading  UNIX  system  vendors  which  was  already  a  major  supplier 
to  U.S.  telephone  companies.  In  Europe,  because  there  are  no  equivalent 
independent  hardware  companies,  the  focus  is  coming  on  the  major  soft- 
ware and  service  companies. 

Examples  include  France  Telecom's  stake  in  Sema  and  the  recent  acquisi- 
tion of  Finsiel  by  STET.  The  motivations  behind  these  deals  are  interest- 
ingly different.  In  the  case  of  Sema  it  appears  that  France  Telecom  is 
trying  to  protect  the  French  software  industry  from  foreign  ownership, 
following  Daimler-Benz's  stake  in  COS.  In  Finsiel's  case,  the  Italian 
government  has  clearly  taken  an  opportunity  to  use  Finsiel  as  a  vehicle  for 
channelling  cash  from  STET  back  to  the  government. 

There  are  significant  advantages  for  a  large  professional  services  company 
to  be  closely  associated  with  a  major  PTT.  The  professional  services 
company  gains  a  large  captive  market,  high  level  access  to  government 
and  access  to  substantial  funding.  The  issue  of  funding  is  not  immediately 
apparent  when  the  software  companies  themselves  are  generally  cash 
positive.  The  outsourcing  of  government  functions  will,  however,  require 
companies  to  have  a  large  capital  base  if  they  are  to  take  on  the  large 
system  management  opportunities.  Similarly,  the  increasing  scale  of 
software  projects  means  that  the  demand  for  working  capital  will  grow. 

1.  Hardware  Vendors  Are  Largely  Ignored 

Although  all  the  major  hardware  vendors  are  striving  to  build  software  and 
services  businesses  to  compensate  for  their  declining  hardware  businesses, 
it  is  interesting  that  some  of  the  largest  "pure"  software  and  services 
vendors  feel  that  they  may  have  left  it  too  late.  Few  of  the  hardware 
vendors  have  any  real  track  record  of  installing  substantial  application 
software  systems  in  central  government  and  may  find  it  difficult  to  be 
viewed  as  truly  independent  professional  services  vendors.  At  a  time 
when  they  are  almost  all  seen  to  be  generating  less  revenue  through  their 
traditional  businesses,  they  do  not  make  attractive  partners  for  national 
governments  -  unless  they  are  indigenous  suppliers  like  Bull  in  France  or 
Siemens-Nixdorf  in  Germany. 

2.  Large  Overseas  Competitors  Arrive 

A  potent  threat  comes  from  the  large  U.S.  software  and  services  compa- 
nies like  Electronic  Data  Systems  and  Computer  Science  Corporation. 
EDS,  as  an  example,  has  a  very  strong  track  record  in  U.S.  government 
administration  and  is  a  substantial  organisation  by  any  measure,  with  over 
$7  billion  in  annual  revenues.  It  has  adopted  the  "standard"  approach  of 
buying  its  way  into  the  European  market  through  its  acquisition  of  SD- 
Scicon  in  the  U.K.  and  GFI  in  France.  In  the  U.K.,  this  approach  is  work- 
ing well  due  to  the  lack  of  focus  on  company  ownership,  but  EDS -GFI 
finds  it  difficult  to  keep  a  French  identity  with  its  U.S.  parent. 
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P  

New  Competitors  Move  Beyond  System  Operations  to  Business  Operations 

One  of  the  advantages  of  a  large  organisation  is  that  it  can  afford  to  take 
on  tasks  that  are  too  large  for  competitors.  EDS,  for  example,  tries  to 
persuade  government  departments  to  outsource  whole  functions  rather 
than  just  the  IT  aspect  of  a  function. 

The  success  or  other  outcome  of  this  approach  will  occur  first  in  the  U.K. 
where  there  is  a  strong  momentum  for  outsourcing  government  functions 
along  the  U.S.  model.  If  all  the  major  European  countries  follow  the  U.K. 
lead  in  large-scale  outsourcing,  then  size  and  business  management  skills 
would  become  serious  competitive  factors  alongside  traditional  technical 
skills. 


E 


Technology 


EXHIBIT  V-5 


The  technology  characteristics  of  the  national  governments  market  are 
shown  in  Exhibit  V-5.  The  importance  of  UNIX  and  standard  communi- 
cations protocols  between  systems  is  well  established. 
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There  is  a  clear  trend  to  create  new  applications  on  UNIX  platforms  when 
possible,  despite  the  large  number  of  software  systems  already  residing  on 
proprietary  mainframes  that  cannot  easily  and  economically  be  migrated. 
Although  the  focus  of  effort  for  software  organisations  has  moved  strongly 
towards  UNIX  and  downsizing,  the  proprietary  mainframes  have  not  yet 
been  displaced. 

The  relative  importance  of  technology  issues  to  the  government  sector  is 
illustrated  by  the  number  of  respondents  who  raised  the  issue,  as  was 
illustrated  in  Exhibit  V-5. 

A  consequence  of  the  drive  for  new  systems  on  UNIX  platforms,  while 
retaining  major  proprietary  applications,  has  been  the  growth  of  client/ 
server  systems.  This  technology  has  been  discussed  more  than  imple- 
mented because  it  represents  serious  practical  challenges.  However,  it  is 
clear  that  the  major  software  organisations  are  increasingly  prepared  and 
able  to  offer  this  technology  in  government  markets. 

Client/server  systems  will  continue  to  grow  in  importance  in  government 
for  three  main  reasons: 

•  Client/server  provides  the  opportunity  to  "buffer"  communications 
between  otherwise  incompatible  systems. 

•  Government  departments  will  increasingly  need  to  provide  computer- 
based  support  to  staff  at  the  interface  with  the  general  public  to  allow 
them  to  be  more  responsive  and  less  bureaucratic. 

•  Client/server  systems  allow  full  use  to  be  made  of  personal  computers 
for  improving  the  user  interface  without  abandoning  the  power  of  a 
central  computing  complex. 
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A 


The  Opportunities 


Overview 


An  overview  of  the  major  markets  and  opportunities  is  given  in  Exhibits 
VI- 1  and  VI-2. 

Exhibit  VI- 1  shows  the  delivery  modes  by  country  that  will  contribute 
most  to  incremental  growth  of  the  software  and  services  market  in  national 
government  between  1992  and  1997.  In  essence,  the  segments  highlighted 
here  are  those  that  are  most  accessible  to  new  vendors. 


EXHIBIT  VI-1 


National  Government  Sector 
The  Growth  Opportunities,  1992-1997 


France 

Germany 

U.K. 

Italy 

Rest  of 
Europe 

Systems 
Operations 

** 

* 

**** 

Systems 
Integration 

** 

** 

* 

* 

Professional 
Services 

* 

* 

**** 

IEIG2 


©  1993  by  INPUT.  Reproduction  Prohibited. 


VI-1 


EUROPEAN  SOFTWARE  AND  SERVICES  MARKET,  1 992-1 997— NATION AL  GOVERNMENT  SECTOR  INPUT 


Exhibit  VI-2  shows  the  delivery  modes  by  country  that  will  represent  the 
largest  absolute  software  and  services  markets  in  the  national  govemment 
sector  in  1997.  Although  some  delivery  modes  (notably  professional 
services)  are  very  large,  if  the  growth  shown  in  Exhibit  VI- 1  is  small,  it 
will  be  more  difficult  for  incumbent  suppliers  to  be  displaced  than  is  the 
case  when  there  is  significant  incremental  growth. 


National  Government  Sector 
Main  Market's  Relative  Sizes,  1997 
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B  

U.K.  Systems  Operations — The  Big  Chance 

The  largest  incremental  opportunity  in  the  national  govemment  sector  for 
European  software  and  services  companies  during  the  next  half  decade  is 
provided  by  the  U.K.  government's  "market  testing"  programme.  This 
gives  private  sector  companies  the  opportunity  to  compete  directly  with 
existing  public  sector  service  providers.  The  main  beneficiaries  will  be 
providers  of  systems  operations  services  that  are  able  to  take  over  work 
currently  being  done  in-house  by  govemment  departments. 

INPUT  forecasts  a  35%  compound  annual  growth  rate  for  systems  opera- 
tions services  in  the  U.K.  national  govemment  between  1992  and  1997 
(see  Exhibit  IV- 18).  That  will  take  the  U.K.  systems  operations  in  na- 
tional govemment  from  $123  million  in  1992  to  $556  million  in  1997 — 
over  $400  million  p.a.  of  incremental  business.  This  compares  with  a  total 
govemment  IT  spend  of  about  $3  billion  in  1991.  There  is  some  uncer- 
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tainty,  however,  in  forecasting  the  rate  at  which  such  business  will  be 
transferred  to  the  private  sector.  Some  of  the  individual  contracts  being 
discussed  are  potentially  worth  in  excess  of  $100  million  p. a.  Apart  from 
•  the  obvious  fact  that  internal  departments  are  being  allowed  to  bid  against 
the  commercial  vendors,  some  of  the  projects  involve  data,  such  as  tax 
revenues,  which  may  be  deemed  too  sensitive  to  release  at  this  stage. 

The  only  other  country  to  show  significant  growth  in  systems  operations  is 
France  (see  Exhibit  IV- 18),  which  will  show  22%  growth  from  $131 
million  in  1992  to  $353  million  in  1997 — over  $200  million  of  incremen- 
tal business. 


c  

Professional  Services — ^The  Bedrock 

Professional  services  will  continue  to  be  the  mainstay  of  software  and 
services  in  the  European  national  government  sector  (see  Exhibit  IV- 16). 
In  1992,  professional  services  alone  will  account  for  47%  of  the  national 
government  expenditure  on  software  and  services  in  Europe.  Although 
this  will  drop  to  37%  by  1997,  that  will  still  represent  a  $3.2  billion  oppor- 
tunity, 50%  larger  than  the  next  largest  delivery  mode,  systems  integra- 
tion. 


D  

Systems  Integration — Good  Growth  in  All  Countries 

The  Eastern  Lander  present  a  particular  problem  in  Germany,  but  all 
countries  face  the  challenge  of  installing  distributed  systems  to  add  opera- 
tional capability  to  existing  mainframe- based  recording  systems.  It  is  no 
longer  acceptable  for  govemment  departments  to  deprive  their  people  of 
fast,  efficient  information  systems.  In  general,  these  new  systems  are 
UNIX-based  minicomputers  that  have  to  interface  with  existing  main- 
frame systems.  The  scale  of  the  opportunity  can  be  seen  in  INPUT'S 
forecasts  for  the  growth  of  expenditure  on  systems  integration  in  all 
countries. 

INPUT  forecasts  that  the  systems  integration  expenditure  by  national 
governments  will  grow  by  an  average  of  19%  across  Europe,  from  $860 
million  in  1992  to  over  $2  billion  in  1997  (see  Exhibit  rV-17).  The  fastest 
growth  (24%  CAGR)  will  be  in  Germany  where  the  need  to  integrate  the 
Eastern  Lander  continues  to  be  a  pressing  concern.  Incremental  growth  of 
over  $300  milHon  p.a.  is  expected  between  1992  and  1997. 
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A  1 

^1 

■ 

National  Government  Sector  Vendor 
Questionnaire 

Vendor  '  

Location    Phone   

Respondent   Title   


Good  morning/afternoon.  My  name  is  I'm  calling  on  behalf  of  INPUT,  which  is 

researching  the  key  issues  and  opportunities  for  computer  software  and  services  in  the  national 
government  and  defence  markets  of  Western  Europe.  We  would  appreciate  your  help  and  opinions 
on  these  matters  and  will  be  pleased  to  send  you  a  summary  of  our  reports  findings  if  you  can  spare 
the  time  to  help  our  survey. 


If  NO,  Who  is  the  best  person  to  speak  to? 

(Name)  (Phone), 

or  When  would  be  a  better  time  to  call?  


There  are  three  groups  of  questions: 


-  Changes  and  Trends  in  the  national  government  and  defence  sectors 

-  Trends  and  growth  in  information  services  within  these  sectors 

-  Competition 
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SECTOR  TRENDS 

L  What  are  the  main  issues  or  trends  that  you  believe  will  affect  the  national  government  and 
defence  markets  over  the  coming  5  years? 

2.  What  impact  will  these  changes  have  on  your  business? 

3.  Are  there  any  specific  technology-driven  changes  underway  or  apparent? 

4.  How  is  your  company  responding  to  these  technology  changes? 
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INFORMATION  SERVICES  TRENDS 


INPUT  divides  the  software  and  services  industry  into  six  segments:  network  services,  software 
products,  professional  services,  systems  integration,  turnkey  systems  and  facilities  management. 

5.  If  I  give  you  the  list  again,  can  you  tell  me  the  importance  of  each  of  these  sectors  to  your  busi- 
ness in  national  government  and  defence,  either  by  revenue  (if  known)  or  as  a  rating  between 
0  and  5  where  0  means  no  importance  and  5  means  extremely  important. 

6.  What  would  these  ratings  be  if  we  were  discussing  your  company's  total  business? 


Network  Services       

Software  Products    .    

Professional  Services       

Systems  Integration      

Tumkey  Systems      ____ 

System  Operations       

7.  What  is  your  total  revenue  from  software  and  services  sales  to  national  government  and  defence? 
National  government  Revenue  Defence  revenue  

8.  What  growth  rates  have  you  experienced  over  the  past  2  years,  and  what  do  you  expect  over  the 
coming  2  years? 


Nat.  Govt 


Defence 


Total  Co. 


-  2  years 


+2  years 


National  Govt. 


Defence 
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9.  What  are  the  key  growth  promoters  for  these  segments? 

Nat.  Govt  Defence 

Network  services     

Software  products     

Professional  services    

Systems  integration     

Turnkey  systems     

System  operations    

10.  What  are  the  main  inhibitors  to  growth  in  these  segments? 

Nat.  Govt  Defence 

Network  services     

Software  products     

Professional  services     

Systems  integration     

Tumkey  systems     

System  operations     

1 1.  How  are  these  segments  being  affected  by  changes  in  other  areas  of  information  technology? 
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12.  What  have  been  your  company's  most  notable  recent  achievements  in  selling  to  national 
government  or  defence? 


13.  What  major  projects  are  currently  out  to  tender? 


14.  Are  you  expecting  any  significant  opportunities  to  arise  that  are  not  yet  out  to  tender.? 


15.  What  are  the  key  factors  for  success  in  these  markets? 
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COMPETITION 

16.  Who  do  you  see  as  your  main  competitors?  What  do  you  believe  is  their  market  share  compared 
to  yours  in  national  government  and  defence? 

17.  Which  of  these  competitors  is  improving  or  declining  significantly  in  government  and  defence? 

18.  How  is  the  competitive  environment  changing?  (New  vendors,  exiting  vendors,  new  alliances, 
M&  A  activity?) 
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